Introduction
This chapter considers the effects of the financial crisis and subsequent recession on world labour markets. It begins by cataloguing the adverse effects on output of the sudden collapse in demand brought about by the financial crisis in what has come to be called the Great Recession. Next we look at the labour market and how employment and unemployment have been impacted and document the very different responses by country. We then move on to look at attitudinal indicators of the impact of the rising levels of joblessness that we observe across most OECD countries. We examine data on well-being and on attitudes to employment. We also examine a number of questions about the impact of globalization that respondents across many European countries were asked in 2008 and 2010. Finally, we examine the policy responses of governments, and consider what lessons might be learned from the marked differences in labour market outcomes following the recession.
The Great Recession
The origins of the financial crisis lay with the excessive expansion of credit by financial institutions in some countries in the 1990s and early part of this century. Due to the growth of complex financial derivatives and the global extension of capital markets, it became difficult for governments, regulators and the banks themselves to measure the underlying risks associated with their loan books. Fears that some institutions were holding large amounts of bad debt led to a collapse in the supply of credit as financial institutions tried to rebuild their balance sheets. To remain solvent, some had to be recapitalized by their governments, so jeopardizing the public finances.
The financial crisis led to a rapid contraction of demand. Further, there was a sharp reduction in the availability of trade finance. Banks and suppliers reported that lack of finance was the second major cause of the collapse in trade. However, trade finance recovered rapidly, partly as a result of the US$ 250 billion additional financing announced at the April 2009 G20 meeting (Mora and Powers, 2009 ). Almunia et al. (2009) and Eichengreen and O'Rourke (2009) compare the severity of the Great Recession with the Great Depression of 1929. They argue that trade flows fell faster in the Great Recession than they did during the Great Depression. The declines in trade across countries were also more synchronized. By the end of 2008, more than 90 per cent of OECD countries had experienced a decline in trade exceeding 10 per cent. Not surprisingly, with largely coincident trade cycles, variations in output during the recession were also broadly synchronized. Araújo and Martins (2009) term this the "Great Synchronization" and argue that it is an outcome of globalization. Brown (2010) argues that this is the "first crisis of globalization". However, the mechanism linking globalization and the Great Synchronization is not clear. Baldwin (2009) argues that the drop in world trade was much larger than the drop in GDP because the fall in demand was particularly concentrated on traded goods which are disproportionately "postponable" compared with other components of GDP. Postponement of orders was a natural reaction to the increased uncertainty associated with the financial collapse. Further, the synchronicity of the decline in trade was not due to the internationalization of supply chains. The structure of these chains was not impacted by the trade collapse. Rather, companies simply cut back on the amount of product that they were selling through these chains: trading relationships remained intact. The globalization of uncertainty may perhaps be the common factor linking declines in trade across different parts of the world. Gamberoni et al. (2010) argue that there is a significant contrast in the response of employment to debt and banking crises on the one hand and global trade crises on the other. The countries that experienced both a domestic debt crisis and the global downturn experienced much larger falls in employment than did those who "only" experienced the downturn in world demand. This may partly explain why Europe and the United States have experienced more adverse labour market consequences of the recession than have the rapidly growing economies of Asia. An additional influence, they argue, concerns the openness of the economy. Relatively open economies (for example, Germany and the Netherlands) are immediately affected by the downturn in global demand, but are capable of recovering rapidly because their domestic demand is not constrained by debt issues. Thus, relatively closed economies which suffer crises of private or public sector debt take longer to recover. Gamberoni et al. (2010) also argue that higher severance pay mitigates the reduction in employment caused by a downturn in demand and may induce employers to adjust their labour input more on the intensive (hours) margin than the extensive (jobs) margin. In addition, they suggest that countries with higher unemployment benefits experience a greater decline in employment growth, perhaps because benefits set a floor on real wages. However, the empirical support for this proposition is mixed and may be affected by measurement error in poorer countries where there is a large informal sector.
CHAPTER 3
Some of the relevant recent events are captured in figures 3.1, 3.2 and 3.3. Figure 3 .2 shows clearly that the trade cycles of the major groups of economies shared broadly the same turning points. Although the timing has been common, the extent of the recovery has varied substantially. In contrast to the Asian economies, European trade was still significantly below its pre-recession level in late 2010.
While the slump in trade affected demand, output in countries such as Ireland, Spain, the United Kingdom and the United States was also affected adversely by instability in property markets. This had a negative effect on the construction industry in these countries. Countries with large financial sectors were also affected badly, for example Iceland, Ireland, the United Kingdom and the United States.
For most advanced countries, the decline in output was substantial. The combined output of OECD countries fell by 3.2 per cent in 2009 and at the end of 2010 was still projected to be below its 2007 level. However, the experience of less-developed countries has been markedly different. While advanced economies were in recession, output in the emerging and developing economies experienced only a temporary slowdown in growth. In 2009 their combined output increased by 2.5 per cent and is projected to have grown by 7.1 per cent in 2010. Although the recession had a significant impact on the world's advanced economies, its impact on developing countries was much less pronounced. and strongest in the newly industrialized economies of Asia and Central and Eastern Europe. Declines in output were particularly marked in industries with high exposure to international trade -notably manufactured goods. Many of these countries also recovered quickly when trading conditions returned to normal.
The fall in output by country is detailed in In contrast, output did fall in most OECD countries. Thus, at the other end of the spectrum, 2010 output levels in Iceland, Ireland, Hungary and Greece were 
The labour market
The Great Recession was notable for the diversity of its impacts on labour markets in different parts of the globe. While there may have been a Great Synchronization in Although there has been some recovery in output in the developed world, any associated increase in employment has been limited. Thus far, the recovery has been "jobless". Table 3 .2 sets out recent information on employment, unemployment and the labour force for OECD countries. The numbers largely relate to changes between 2008Q1 (which we take as the starting point of the recession) and 2010Q3. Most OECD countries outside Europe, with the exception of the United States, experienced some employment growth since 2008. In Europe, the picture is less optimistic. For example, in Ireland and Spain, countries both affected by a construction "bubble", employment fell by 13.3 per cent and 9.1 per cent respectively. In the United States, a very large drop in employment was matched by an almost identical increase in unemployment. But in the United Kingdom, unemployment rose by more than twice the fall in employment, whereas in Japan the increase in unemployment was only around half of the decline in employment. Changes in employment were not necessarily good predictors of changes in unemployment.
Those who are unable to find a job may remain unemployed or leave the labour market temporarily or permanently. In previous recessions, workers have left the labour market in large numbers. The "discouraged worker" effect attenuates increases in unemployment. What is unusual about the current recession is that the workforce has declined in only a relatively small number of countries. 1 This contrasts with, for example, the experience of the 1980s when, in countries like the United Kingdom, there was a substantial rise in inactivity associated with increased unemployment.
In Australia, Canada, Scandinavia, the United Kingdom and the United States the size of the workforce increased over the course of the recession, albeit by relatively small amounts, which is more suggestive of an "added worker" effect. In countries where the recession has had less impact, such as Turkey and Poland, the growth in the workforce has been substantial. This pattern may be reversed if the "jobless" recovery continues, leading to a significant growth in long-term unemployment which may cause workers to drift away from the labour market.
The labour force in Ireland fell by 4.2 per cent over the period, the largest decline in any OECD country. One of the key drivers of this decline has been migration. In the year to April 2009, net emigration from Ireland was 65,000. Most of the outflow comprised returning emigrants from Eastern Europe. The Economic and Social Research Institute, Dublin, has forecast that net emigration from Ireland between 2010 and 2012 will average 2 per cent of the population per annum (Barrett et al., 2010) with an increasing proportion being Irish nationals.
Worker mobility has been an important equilibrating mechanism for the US labour market, but there has been a significant reduction in worker mobility in the United States during the Great Recession. Frey (2009) shows that in 2007-08, migration rates within the United States reached their lowest post-war level. The fall was particularly sharp for long-distance moves. Ferreira et al. (2010) argue that negative home equity and high interest rates have a negative effect on residential mobility. Though worker mobility may help to equilibrate the labour market in some jurisdictions, past experience may not necessarily be a good guide to future migration patterns.
Employers in different countries have responded in a variety of ways to a fall in product demand. This has depended on the nature of employment contracts, human capital investment, the existing policy environment and any changes introduced specifically to combat the recession. Employees' responses have also depended on the nature of their contracts, joint investment in human capital and on their valuation of the next best alternative to employment. Elsby et al. (2010) argue that a rapid fall in employment in the United States during 2009 was associated with a surge in productivity, causing a breakdown of Okun's Law. This outcome is consistent with firms using recessions as an opportunity to enhance efficiency (van Rens, 2004; and Koenders and Rogerson, 2005) but is clearly not consistent with the view that productivity is procyclical. Bauer and Shenk (2009) argue that in eight of the last nine downturns, US productivity fell during downturns due to labour-hoarding behaviour by firms. Reich (2010) suggests that a possible explanation of the very rapid decline in employment is that the willingness of US employers to hoard labour has fallen. During the downturn, employers were shedding workers more rapidly than reducing their output, leading to short-term productivity gains. At the same time, investment was falling, limiting the potential for further productivity growth. Farber (2007) argues that tenure in private sector jobs in the United States has been falling: fewer workers hold jobs for ten years or more; in 2006, one-fifth of jobs involved tenures of less than a year. If length of tenure is an indicator of firm-specific human capital investment, then one might anticipate a more rapid increase in lay-offs and discharges during downturns. The reductions in tenure may signal some fundamental changes in the skill content of work, perhaps relating to the role of information technology (Autor et al., 2003) . Tenure reductions may also be a reflection of firms' increasing efforts to reduce "slack" (Love and Nohria, 2005) .
Most developed countries experienced a less dramatic decline in employment than the United States. One possible explanation is the greater use of the intensive (hours) rather than the extensive (jobs) dimension of labour market adjustment. Bell and Blanchflower (2011a) argue that in the United Kingdom, hour adjustments played an important role in moderating employment reductions. Between January 2008 and September 2010, employment in the United Kingdom fell by 1.4 per cent, but aggregate hours fell by 3.2 per cent (source: Office of National Statistics). Part of this change arises from changes in the average hours worked by full-timers. It also stems partly from an increase in the numbers working part time as opposed to full time. Part-time contracts tend to be less stable than full-time contracts. Working fewer hours may also affect eligibility for unemployment benefits.
In those countries that have experienced a substantial inflow to unemployment and low rates of outflow into employment, unemployment durations have increased substantially. The United States has experienced a particularly rapid rise in long-term unemployment. In December 2007, those who had been unemployed for 15 weeks or more comprised 18 per cent of unemployment in the United States. By December 2010, this share had risen to 44 per cent.
Have increasing rates of long-term unemployment resulted from decreasing rates of outflow from unemployment? Elsby et al. (2010) argue that recent unemployment inflow rates are typical of past recessions. Overall job separation rates changed little during the recession, but unemployment was more a result of lay-offs than from people quitting, and accounted for an increased proportion of these separations and therefore the initial rise in unemployment. However, Elsby et al. argue that a decline in the outflow rate is the main explanation for the rapid rise in long-term unemployment in the United States. Potential causes of the increasing dislocation of the long-term unemployed from the labour market include human capital depreciation and duration-contingent hiring practices on the part of employers.
Another key feature of the Great Recession has been how its effects have been distributed across different groups within the population. In previous work (Bell and Blanchflower, 2010a) we have shown that the young, the poorly educated and ethnic minorities have borne a disproportionate share of the increase in unemployment during the Great Recession in developed countries. Table 3 .3, which is drawn from harmonized unemployment rates estimated by Eurostat, illustrates the differences in youth unemployment across a variety of European Union and other countries. European countries that experienced financial crises associated with property bubbles, such as the Baltic States, Ireland, Slovak Republic and Spain have particularly high youth unemployment rates.
Unemployment rates for those whose education did not go beyond lower secondary school (column 3 of table 3.3) tend to be significantly higher than the average and reach a maximum of 63.5 per cent in the Slovak Republic. In most countries there is greater excess supply of labour among the poorly educated although there are some exceptions. Greece is an example where the unemployment rates of recent graduates are above average for their age group.
CHAPTER 3
Column 4 shows the ratio of youth to adult unemployment rates in 2010Q3. There is a wide variation across countries signalling differing levels of integration of youth within the overall labour market. Germany stands out as a clear exception with youth unemployment rates only 34 per cent above adult rates. This contrasts with countries such as Belgium, Italy, Sweden and the United Kingdom where the youth to adult unemployment ratio exceeds three. The variation in the youth adult unemployment ratio is not correlated with variation in overall unemployment rates and must reflect national differences in education and employment policies and practices. Note: ISCED 0-2 covers those whose highest level of education is pre-primary, primary or lower-secondary education.
In Mediterranean countries, an important behavioural response to increased youth unemployment rates is for children to stay longer with their parents. This may lessen the impact of being unemployed (Card and Lemieux, 2000; Chiuri and Del Boca, 2008) . Dolado (2010) argues that in Spain the family is the central pillar of the welfare system. Parents and children may have an implicit contract whereby parents provide extended support for their children in return for future care and support when the parents age. This behaviour may partly explain the muted political response to historically high levels of youth unemployment in countries such as Italy and Spain.
There is now widespread acceptance that youth unemployment is an acute policy issue in developed countries. We wish to draw attention to the two further issues that have been less extensively discussed. First, we have argued (Bell and Blanchflower, 2010b ) that high levels of youth unemployment at present partly reflect relatively large current youth cohorts. This argument may have some validity for developed countries, where the most recent United Nations (UN) population projections for 2010 suggest that the cohort aged 15-24 is 18 per cent larger than those aged 5-14. Interestingly, in China, the older cohort is 26 per cent larger than those aged 5-14, which must in part reflect the Chinese "one child" policy. In other parts of the world, the younger cohorts predominate: among the least developed countries the 5-14 cohort is 20 per cent larger than those aged 15-24. In sub-Saharan Africa that figure increases to 23 per cent. In the world as a whole, the differences between the age groups broadly balance, so that there is no significant difference in the numbers aged 5-14 compared with those aged 15-24.
Despite the growth in the size of the youth cohort, figures from the United Nations Population Database shows that Europe still has the lowest share of its population aged under 25 and this share will probably fall further over the next decade. It is notable that the median age of the population in Egypt is 24 and 29.7 years in Tunisia compared with 44.3 years in Germany; 39.7 years in France; 39.8 in the United Kingdom and 36.8 in the United States. 2 Asia and South America have relatively high proportions of young people but their share in the overall population is expected to decline by 2020. In contrast, Africa has more than 60 per cent of its population, aged below 25 and although this share will decline slightly, the absolute number of those aged less than 25 in Africa is projected to increase by 17 per cent between 2010 and 2020. Africa does not have the extensive education and welfare support that is available in the developed world. Unless effective policies are put in place to increase employment among the young, there is a danger of increased political instability as has recently been evidenced in Tunisia and Egypt.
Second, youth unemployment data only partly capture the difficulties that young people are facing in the labour market. Our previous work (Bell and Blanchflower, 2011a) has indicated that young people are more likely to be hours constrained.
We used evidence from the United Kingdom Labour Force Survey, which asks employees whether they would wish to work more, less or the same number of hours. There is a clear contrast in responses by age. Older workers would prefer to work fewer hours, whereas the young express a strong desire to work more hours. In this sense, many of the young people who are employed are contracted to provide fewer hours than they would wish: they are underemployed.
We now establish a further result, which illustrates another aspect of the difficulties that young people face in the recession. We focus on job matches and whether the young have been disproportionately recruited into lower-skilled jobs during the recession. This adds to recent literature on the harmful effects of entering the jobs market during a recession. Kahn (2010) shows that the labour market consequences of graduating from college during a recession have large, negative and persistent effects on wages. Lifetime earnings are substantially lower than they would have been if the graduate had entered the labour market in good times. However, we particularly focus on her finding that cohorts who graduate in worse national economies tend to end up in lower-level occupations. Giuliano and Spilimbergo (2009) suggest that the period of early adulthood (between 18 and 25) seems to be the age range during which people are more sensitive to macroeconomic conditions. They find that being exposed to a recession before age 17 or after age 25 has no impact on beliefs about life chances. However, youngsters growing up during recessions tend to believe that success in life depends more on luck than on effort; they support more government redistribution, but have less confidence in public institutions. Recessions seem to affect youngsters' beliefs adversely.
Specifically, we investigate whether job matches according to skill level change during a recession, particularly for the young. In particular, we model whether the young accept jobs that require lower skill levels during a recession. We use quarterly data from the United Kingdom Labour Force Survey (LFS) for the period from 2005Q1 to 2010Q2, a time period which encompasses the Great Recession. The LFS occupational classification (SOC, 2000) divides employment into four main skill groups -level IV (corporate managers and professionals), level III (associative professionals and skilled workers), level II (administrative and service occupations), level I (elementary trades and service occupations). We use this four-way classification of skill as the dependent variable in an ordered logit model, which includes individual characteristics as controls as well as time dummies, which capture whether the skill level of matches, conditional on individual characteristics, is changing through time. Skill levels are numbered from one (least skilled) to four (most skilled). A positive coefficient on a variable therefore implies that it is associated with higher levels of skill.
We divide the sample by age group, 16-24, 25-49 and 50+ and use gender, qualifications, region and ethnicity as controls. Quarterly time dummies are included to determine whether, conditional on their characteristics, individuals find a job match at a higher or lower skill level during a period of recession. Our results in table 3.4 show that the young were more prone than other age groups to accept lower-skilled jobs during the Great Recession. Education, ethnicity and gender are also important influences on the skill level associated with job matches. As might be expected, more education, being white and male are each associated with higher skilled occupations. However, our main result is that the trend in the time dummies since 2008 has been negative for all age groups, indicating that workers were accepting lower-skilled jobs in 2010 than in 2005, conditional on their characteristics. Figure 3 .4 shows this result by plotting the full set of time dummies from 2005 to 2010. A downward trend occurs for all age groups, implying that workers of all ages are accepting lowerskilled jobs than they might have previously when the labour market was more robust, but the effect is strongest for those aged 16-24. If the state of the labour market causes better qualified applicants to accept lower-skilled jobs, there are two important consequences. First, the difficulties of unqualified job applicants increase since they find themselves in direct competition with the better qualified. Second, following Kahn's argument, if young people accept a lower-skilled job initially, there may be long-lasting negative effects on their labour market experience.
Combined with our previous work, this result leads us to the conclusion that the Great Recession has particularly affected the young through: (a) higher unemployment rates, (b) higher levels of underemployment and (c) increased willingness to accept lower-quality jobs. In recent work (Bell and Blanchflower, 2011b) , we have discussed the issue of the "scarring" effects of youth unemployment. Scarring means that adverse labour market experiences when young lead to further negative market outcomes well into the future. The evidence for such scarring relies largely on cohort studies where youth unemployment is used to identify those at risk of later adverse labour market outcomes. Youth unemployment episodes are used as the marker to identify subsequent scarring. As far as we are aware, no research has tested alternatives such as underemployment or suboptimal job matches when young to identify later scarring effects.
Happiness and attitudes to employment and globalization
In this section we examine how attitudes have changed during the financial crisis. It is rather early in the crisis to determine the impact of the recession. One way is to see how individuals' attitudes have changed and how that varies across countries. 3 To do so we make use of micro data at the level of the individual across the EU27 plus Croatia, Iceland, the Former Yugoslav Republic of Macedonia and Turkish Cyprus. Comparable questions are available in both surveys on life satisfaction, employment and expectations for jobs over the following twelve months. In 2010 a special component was also included on the crisis itself and individuals reported on whether they thought the crisis was over and whether they favoured public intervention to create jobs. Finally, we examine evidence on individuals' views on the impact of globalization, on a number of outcomes including growth, inequality, prices plus its impact on citizens compared to large corporations.
What we find is that happiness and well-being has held up reasonably well to this point, but has dipped sharply in several countries including Greece. We further find evidence that the unemployed are especially unhappy and that shows no sign of improving. Over time the unemployed are becoming less optimistic about the employment situation in their country. They are especially likely to report that they expect the crisis to worsen, and unsurprisingly want the government to create jobs.
In table 3.5 we report the results of estimating a life satisfaction or happiness equation for both 2007 and 2010 (see Oswald, 2004, 2011) . The responses are ordered and are coded 1-4 as described in the notes to the table. The appropriate estimation procedure here is ordered logit but for ease of exposition we make use of Ordinary Least Squares (OLS). Fortunately results are broadly similar whichever procedure is used.
Happiness levels in Portugal, Spain and especially Greece have fallen sharply as well as in Latvia and Lithuania that have also seen big increases in unemployment. This is true both in the mean scores reported at the end of table 3.5 and in the regressions. The coefficient on the Irish dummy declined between 2007 and 2010 although the collapsed, as have house prices, with the implementation of an austerity budget cutting public spending and raising taxes.
The results in table 3.5 are standard in that happiness is U-shaped in age (Blanchflower and Oswald, 2008a) , rises with the level of education and is higher among right-wingers than left-wingers. Unemployment lowers happiness. In crosssectional analysis, the French, Greeks, Italians, Portuguese and particularly the East Europeans are unhappy while Scandinavians are the happiest. This may to some extent reflect cultural differences, but recent evidence linking measures of selfreported well-being to objective health measurement suggests that it is not cultural differences alone that explain international differences in reported well-being (Blanchflower and Oswald, 2008b) . Comparing the first two columns a number of findings stand out.
1.
The unemployed have lower levels of happiness compared to the employed in 2010 than they did in 2007.
Happiness levels of non-natives have fallen over time.
3. There was a big drop in the happiness levels of the least educated. 4. Based on the change in the coefficients, there is a noticeable decline in the happiness levels in Greece (−0.28), Ireland (−0.14), Portugal (−0.17) and Spain (−0.10), which have been hard hit by recession and the sovereign debt crisis.
In columns 3 and 4 we model individuals' views on the "employment situation", which has clearly deteriorated over this period. Of particular note here is that residents of Austria, the Netherlands and West Germany had seen a relative improvement in their position. In both periods the Irish are especially gloomy about the job situation.
In Table 3 .6 columns 1 and 2, we now look at individuals' views about what they expect to happen to employment over the next twelve months in 2007 and 2010. It should be noted that young people are especially optimistic as are right-wingers and those with more education. By 2010 the unemployed are becoming significantly less optimistic than the employed. Expectations were much lower, measured by a change in the country rankings, in France, Greece, Italy, Portugal and Spain. It is notable how the Swedes have jumped up the rankings, where despite the big drop in output, employment has risen. Residents in the United Kingdom were also more optimistic in 2010 than in 2007 and jumped up the rankings.
Column 3 estimates the probability of reporting that the worst of the jobs crisis is yet to come. The estimation technique is probit. The results reported are estimated marginal effects. Men, the optimistic young, right-wingers and the most educated are less likely to agree. The unemployed are more pessimistic. The Danes and the Swedes believe it is all over bar the shouting. The Greeks, the Irish and especially the Portuguese believe the crisis still has legs. In column 4 we model whether the individual believes that it is the job of the public sector to create jobs in the midst of a financial crisis. Unsurprisingly, the unemployed, the young, the least educated and left-wingers hold this view most strongly. Notes: excluded categories: employed; Belgium; age left school (ALS) <16; age 35-44; politics -left; and origin "in our country". Asia and Africa also includes Latin America. USA/Japan means North America and also includes Oceania. Column 3 estimated as a probit. T-statistics in parentheses.
Question 1. What are your expectations for the next twelve months: will the next twelve months be worse (=1), the same (= 2) or better (= 3), when it comes to . . . the employment situation in (our country)?
Question 2. Some analysts say that the impact of the economic crisis on the job market has already reached its peak and things will recover little by little. Others, on the contrary, say that the worst is still to come. Which of the two statements is closer to your opinion? "The impact of the crisis on jobs has already reached its peak" (= 0) or "the worst is still to come" (=1).
Question 3. In an international financial and economic crisis, it is necessary to increase public deficits to create jobs: totally disagree (=1); tend to disagree (= 2); tend to agree (= 3); totally agree (= 4).
in almost all countries a higher proportion of respondents say that globalization has protected them from price increases. The main exceptions are the Former Yugoslav Republic of Macedonia, Portugal and Romania.
We use OLS models to identify how well individual characteristics predict attitudes to globalization. Our results are shown in Question. For each of the following statements, please tell me whether you strongly disagree (=1), somewhat disagree (= 2), somewhat agree (= 3) or strongly disagree (= 4). Column 1. Globalization is an opportunity for economic growth? Column 2. Globalization increases social inequalities? Column 3. Globalization protects us from price increases? Column 4. Globalization is profitable only for large companies, not for citizens? where we explore directly individuals' views on the benefits of globalization. It should be noted that no definition of the term globalization was given. The questions related to the effects on growth, inequality, prices and whether the benefits were given to big business or the ordinary citizen. The precise questions are presented at the end of the table.
The patterns are broadly similar to those in the earlier equations: happy people have cheerful dispositions and perhaps are happy about most things. The young are most content about the positive impact on growth (column 1). Males, right-wingers and the most educated are especially content with the benefits. Inevitably the unemployed and the least educated are the most discontented. The Danes, the Dutch, the Finns and the Swedes are most supportive. The French and the Greeks are opposed, worrying in part about the adverse effect of globalization on social inequalities (column 2) and prices (column 3) and that the benefits are mostly to big firms rather than to the man on the street (column 4). In comparing the two years, it is apparent that these patterns are very stable over time. Perhaps the biggest change is that in 2008 the unemployed were not significantly different from the employed regarding their views on growth but by 2010 the unemployed were less supportive of the benefits of globalization on growth. The Germans, who have long been hawkish on inflation, are especially opposed to the idea that globalization protects from price increases. The unemployed are much less likely than the employed to agree that globalization helps growth. The young, the educated, men and right-wingers are especially likely to report that globalization helps growth.
Policy responses
The first policy response to the financial crisis was to adjust monetary policy. Interest rates were reduced to historical lows and some countries tried to offset the reduction in credit caused by the difficulties in the banking sector by monetary expansion (quantitative easing).
Changes in market sentiment around issues such as the probability of sovereign debt default and growth prospects led to substantial currency realignments. The change in nominal exchange rates from 2008Q1 to 2010Q3 against the SDR is shown in figure 3 .5. Major changes included the appreciation of the yen. Despite having the highest national debt to gross domestic product (GDP) ratio in the G20, Japan has a very high domestic savings rate. The result of the high degree of market confidence in the yen has led to a considerable loss in competitiveness and difficulties for the Japanese labour market. The United Kingdom, in contrast, experienced a sharp devaluation, substantially reducing its relative labour costs.
There was widespread unease that countries were attempting to manipulate their currencies to boost external demand. Member countries were encouraged to avoid competitive devaluations at the G20 summit meeting in October 2010, but it is not clear whether any agreement might hold in the medium to long term unless the major imbalances in the world economy are fixed.
The second response to the crisis came as a result of the operation of automatic stabilizers. As private demand fell, government spending on a variety of social insurance schemes increased. In the immediate aftermath of the crash, the most important of these was the impact on unemployment benefits. Recent OECD research has, however, claimed that unemployment benefit expenditure is acyclic, because the increased number of claims during a recession has been offset by a reduction in the value of benefits to unemployed persons. Thus, at the same time as claims have been rising, governments have been reducing the average value of claims and in consequence the net effect on spending has been small. Thus, automatic stabilizers are likely to differ in their effectiveness. In those countries with generous social protection systems, automatic stabilizers are likely to have a stronger effect in supporting demand, so lessening the need for discretionary measures. Such countries are typically found in Northern Europe. For example, the Norwegian unemployment benefit system provides prime age unemployed workers with 72 per cent of their previous income over a period of at least five years. This contrasts with the United States, which provides only 28 per cent for one year.
The third response was the introduction of discretionary measures to boost aggregate demand. The OECD (2011) notes that these measures made a smaller contribution to maintaining output and employment than automatic stabilizers did. The scale of the intervention varied widely both in their composition in respect of spending measures, ranging from the Republic of Korea with a cumulative package worth 6 per cent of GDP over three years, to France, Portugal and Switzerland with less than 0.5 per cent of GDP. New Zealand and the United Kingdom are notable for attempting the most rapid turnaround from fiscal expansion to contraction. The impact of these measures on the labour market depends on short-run employment multipliers, which vary from country to country and on the composition of the stimulus, with increased spending likely to have a more positive effect on employment than tax reductions (OECD, 2011) . We now turn to labour market responses, focusing largely on the advanced countries where the effects of the recession have been most acute. Labour market policy responses have comprised both passive and active measures. The former largely comprise income support schemes, while the latter comprise a wide range of measures schemes intended to keep or reintegrate individuals within the labour market. In recent years OECD strategy has emphasized the benefits of Active Labour Market Policies (ALMPs) relative to passive measures. Spending on labour market policies is relatively low in countries such as Canada, Japan, the Republic of Korea, the United Kingdom and the United States which largely rely on market solutions. On the other hand Ireland, the Netherlands and the Scandinavian countries spend much more both on active and passive labour market policies. Neither group of labour markets has performed uniformly better than the other over the last three years, and in both groups spending per unemployed person actually declined during the recession (OECD, 2011).
Many OECD countries have taken measures to cushion the effect of job loss by decreasing the generosity of unemployment benefits and/or social assistance. A number of countries have also extended support for those seeking jobs. Some have increased the conditionality of income support by requiring the unemployed to increase their job search activity.
Schemes to support short-time working and so avoid lay-offs have been introduced or reinstated in a number of countries. Finally, measures to reduce non-wage labour costs and so encourage employers to substitute labour for capital. However, the additional discretionary spend on these ALMPs in response to the recession has been very small. In the United Kingdom, it measured 0.1 per cent of GDP and in the United States 0.01 per cent of GDP. The highest spenders were Portugal and Poland, who committed more than 0.3 per cent of GDP to these programmes. The OECD (2011) used cross-country variation in short-time working to identify the effects of these policies. It finds that these schemes helped preserve permanent jobs during the downturn. They did not, however, help maintain temporary employment and their effect on the responsiveness of wages to the cycle is unclear.
Reductions in social security contributions were also used as a measure to stimulate employment. The OECD evidence suggests that these may be useful in stimulating short-run demand but in the long run are very expensive as mechanisms for increasing employment, with the long-run elasticity of employment with respect to labour costs being around 0.2 for OECD countries.
Clearly there has been a strong political pressure in many countries to "do something" about the sharp rise in unemployment. Due to their expansion in recent decades, ALMPs now form part of the standard policy toolkit. But the evidence for their CHAPTER 3 efficacy is somewhat mixed. Card et al. (2010) conduct a meta-analysis of 199 different ALMPs. They find that the proportion of evaluation studies of these programmes that yield positive results rises through time. Thus while only 39.1 per cent yield significantly positive outcomes in the short term, 45.4 per cent yield positive medium-term impacts and 52.9 per cent significantly positive long-term effects. Clearly there are large numbers of programmes that are not successful in improving labour market outcomes. The speed at which the labour market dipped gave governments little time to evaluate new policy interventions. Therefore it is no surprise that ALMPs formed a large part of the discretionary response to rising unemployment.
However, some countries have placed deficit reduction as their policy imperative. Some, like Greece and Ireland, have had little option due to sovereign debt crises. The United Kingdom government argues that it will have a sovereign debt crisis unless it adopts draconian fiscal cutbacks. As a result, the United Kingdom has abandoned some ALMPs that were introduced by the previous government to assist the young such as the educational maintenance allowance (EMA), which was intended to encourage children from poorer backgrounds to stay at school to age 18. It has also cut the Future Jobs Fund which supported 150,000 jobs for those aged under 25. University places have been cut back, despite the fact that university applications are up by around one-third between 2008 and 2011, and tuition fees have increased substantially. The early signs are not good. Between May 2010 when the coalition was formed and October 2010 which is the most recent data available, total employment in the United Kingdom fell by 66,000. Over the same period employment of youngsters under the age of 25 fell by 88,000. Youth unemployment has also jumped sharply. The outcome of the United Kingdom's experiment in significantly reducing ALMPs will be viewed with interest in other countries.
Conclusions
The timing of the shocks to trade and output caused by the financial crisis was closely aligned across countries, leading to the Great Synchronization. However, in terms of size and persistence of the recessionary impact, it is the developed world, and particularly European countries, that have been most adversely affected. Even within Europe there is no consistent pattern. Some countries, especially those hit hard by the decline in world trade, such as Germany and Sweden, have bounced back quickly. In other European countries, output is still significantly lower than its pre-recession level. There is a widespread concern in Europe and in the United States that the recovery will be too weak to generate many jobs and therefore high levels of unemployment will persist, as they did in the 1980s.
The scale of impacts on the labour market has differed widely. For example, the United Kingdom had twice as big a drop in output as the United States, but a much smaller increase in unemployment. As yet, there is not much evidence of a "discouraged worker effect", though this may change as unemployment durations increase. Governments have responded to the crisis with monetary and fiscal policies, some of which may have helped maintain employment. Automatic stabilizers have also had an important role in maintaining demand and supporting the income of the unemployed. They have also introduced, or expanded, a wide range of ALMPs. The effectiveness of these measures undoubtedly varies widely, but the downturn in the labour market happened so rapidly that there was little time to conduct extensive evaluations. Rather, governments had to rely on evidence from pre-recession labour markets. However, the resources devoted to these measures has not increased as rapidly as has the level of unemployment, implying spend per unemployed person has fallen.
Some countries have decided to reduce spending on ALMPs, even though they are confronted by a large increase in unemployment. These encompass countries that have real sovereign debt difficulties, including Greece, Ireland, Portugal and Spain. Some countries are concerned that they may experience similar problems and have introduced fiscal austerity measures to reassure the capital markets. Labour market measures tend not to have a high political priority in times of fiscal stringency and thus are unlikely to be immune from budget cuts. For example, in the United Kingdom, spending on ALMPs has been reduced but government spending on health continues to increase.
We have added to the evidence on the impacts of the recession in a number of ways. Following our previous work showing how much those aged 16-24 have suffered in terms of greater unemployment and underemployment during the Great Recession, we have found that the young have been more likely to accept work at lower skill levels than they might had not jobs been in short supply. This may contribute to the scarring effects of joining the labour market while the economy is in recession.
We have found that the unemployed, the young and left-wingers wish governments would do more to create jobs. Those living in Mediterranean countries have become increasingly pessimistic about job prospects. The Greeks, Irish and Italians think the worst of the crisis is yet to come.
We have also discovered that in countries where output fell sharply and there was a significant deterioration in the labour market, happiness has declined and opposition to globalization increased, although Ireland is an exception. The unemployed have becoming increasingly unhappy, perhaps reflecting their increasing awareness of the difficulties of finding a job. A major concern going forward is that if the recovery is
